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The Honorable Chairman and Members of the
Hawaii Public Utilities Commission
Kekuanaoa Building, 1st Floor
T2

465 South King Street
Honolulu, Hawaii 96813

Dear Commissioners:

Subject: Docket No. 2008-0303
Advanced Metering Infrastructure Project
HECO Companies’ Responses to the Commission’s Information Requests

The Commission submitted Information Requests (“IRs”) prepared by the
Commission’s consultant, the National Regulatory Research Institute, by letter dated May

21, 2009 in the subject proceeding.
For reference purposes, the Hawaiian Electric Companies have renumbered the

sixteen IRs as PUCIRs 1 to 16."
Enclosed are the Hawaiian Electric Companies’ responses to PUC-IRs 1 to 4, and 6

to 16. The Companies’ response to the remaining IR (PUC-IR-5) will be submitted to the

Very truly yours,
- 7 (c,g{@@:--\

Commission shortly.

Enclosures

cc:  Division of Consumer Advocacy
Henry Q Curtis (Life of the Land)
Warren S. Bollmeier II (HREA)
Mark Duda (HSEA)

' The “Hawaiian Electric Companies” are Hawaiian Electric Company, Inc., Hawaii Electric Light Company,

Inc., and Maui Electric Company, Limited,
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PUC-IR-1

Ref: General Prudence; PUC-IR-1.1

Please provide a comprehensive cost-benefit analysis extending over the life of the project and
incorporating direct and indirect costs and benefits of the AMI Project.

a.

What are the expected total costs and benefits of the AMI Project through at least 20357
Please extend the tables on pages 9 and 10 of Exhibit 19 and on page 7 of Exhibit 22
outward to at least 2035.

Please quantify indirect benefits associated with the AMI Project, such as avoided
capacity builds and reduced dispatch of peaking generators. What assumptions are
included (e.g., mandatory TOU rates for certain customer classes)?

If the response to the questions above does not indicate that total benefits exceed total
costs, please provide additional reasons why the Commission should approve this
Application.

HECO Companies’ Response:

a,

In response to CA-IR-35, the Companies filed updates to the projected costs for the AMI
Project by updating Exhibits 19, 21, and 22 of the Application. See Attachments 1
through 3 of the Companies’ response to CA-IR-35.

As requested by this information request, the expected total costs and benefits of
the AMI Project through 2035 are provided in Attachments 1 (revised Exhibit 19, Table
3) and 2 (revised Exhibit 19, Table 12) to this response (respectively). As requested, the
AMI Expense (O&M) Costs through 2035 are also provided in Attachment 3 (revised
Exhibit 19, Table 11) to this response. These Attachments include all known costs within
that period. However, there are other factors which could impact the costs that have not
been quantified. Two such factors are:

¢ The term of the Sensus Agreement is 15 years, from the effective date. The
effective date is defined as the Commission Approval Order Date. The agreement

contains provisions for annual extensions, but either party has the right to
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terminate the agreement (with notice) at the end of the current term. Termination
of the agreement, by either party, could significantly impact the costs presented
within the Attachments to this response. The Companies have the right under
Section 10 of the Sensus Agreement to purchase the AMI network. This could
guarantee the continued operations for the system but would still result in
variations to the costs presented within the Attachments to this response.
e Agsdiscussed in the Companies’ response to CA-IR-26, the Companties currently
expect that the useful life of the Sensus AMI meters will be approximately 15
years. However, the model does not reflect the potential requirement of a
complete change out of all meters after 15 years of service. Instead, the model
recognizes the need to replace some (1%} of the meter population each year.
All of the estimated AMI Benefits are presented in Attachment 2 to this response
(Revised Exhibit 19, Table 12). No estimated benefits for avoided capacity build or
reduced dispatch of peaking generators were established within the implementation of the
AMI system. Future advanced rate programs such as Critical Peak Pricing and Dynamic
Peak Pricing may provide these types of benefits. These benefits will be evaluated in
future submittals for advanced pricing tariffs.
As shown in Attachments 1 (revised Exhibit 19, Table 3) and 2 (revised Exhibit 19, Table
12) to this response, total benefits does exceed total costs. Attachment 4 of the
Companies’ response to CA-IR-3 shows that the simple payback periods for HECO,
MECO and HELCO are 13, 17, and 20 years respectively.

The AMI system will also provide intangible benefits which were neither

quantified nor presented within Attachment 2 to this response. Section D.2 (page 45) of
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the Application discusses the intangible benefits that the AMI System will support. AMI
is a platform upon which future applications and programs will be built. The
September/October 2007 issue of Electric Perspectives (a publication of the Edison
Electric Institute) is provided as Attachment 2 to the Companies’ response to CA-IR-3.
Page 5 (68 in the publication) of Attachment 2 to the Companies’ response to CA-IR-3,
Figure 2 — “Smart Grid: Where Benefits Start”, shows the improved benefits as these new
programs are implemented. Attachment 3 to the Companies’ response to CA-IR-3,
Southern California Edison “Testimony Supporting Application For Approval of
Advanced Metering Infrastructure Pre-Deployment Activities and Cost Recovery
Mechanism, Volume 1'— Overview of SCE’s AMI Deployment Strategy and Objectives,

Section 1I, page 4 demonstrates the need for additional programs such as Net Price

Response and Net Load Control to achieve benefits which exceed costs.
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Exhibit 19, Table 11 - AMI Expense Costs (in $000)
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PUC-IR-2
Ref: General Prudence; PUC-IR-1.2.

To what extent does allowing customer choice regarding TOU rates mitigate the potential
benefits of the AMI Project? Specifically, might there be self-selection of customers who already
primarily consume power in off-peak times into the TOU rate program and what would be the
consequences of such a dynamic? Have pilot projects in Hawaii or elsewhere explored this issue
and, if so, what conclusions did they make?

HECO Companies’ Response:

The HECO Companies’ request to offer advanced meters to all customers who request them and
to assign optional TOU rates to these customers before the completion of a general AMI rollout
should advance the opportunity to realize certain benefits of the AMI Project. TOU customers
can realize bill savings and reduce overall peak electricity demand by modifying consumption
patterns. There may be self-selection of some customers into TOU rate options who primarily
consume power in off-peak periods; those customers will realize bill savings and their utility
companies will experience revenue shortfalls in the same amounts. Many of the existing HECO
Companies’ commercial customers who primarily consume power in off-peak periods already
are served under existing TOU rate options. However, the TOU rate options proposed in this
docket are designed to benefit those customers who modify their consumption patterns and
reduce priority peak and on-peak consumption; by contrast the proposed TOU rate options are
also designed to yield higher bills for customers who do not modify their consumption patterns.
The HECO Companies are not aware of any pilot programs that have explicitly explored
the issue of self-selection of customers who already primarily consume power in off-peak times

into TOU rates.
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PUC-IR-3

Ref: General Prudence; PUC-IR-1.3

Beyond their potential to reduce peak demand, what are the anticipated economic, reliability, and

environmental benefits of TOU rates? Please provide estimates of the scale of such benefits.

HECO Companies’ Response:

The Companies have not investigated economic, reliability, and environmental benefits of time-
of-use (TOU) rates in the AMI application. In general, the optional TOU rates encourage
customers to shift their consumption to non-peak periods. In Hawaii, the reduction in electricity
demand during peak periods should increase reliability while the shifting of consumption to off-
peak periods would have positive environmental benefits, to the extent that off-peak electricity is
supplied by a higher percentage of renewable generation than on-peak consumption. To the
extent that reduced on-peak consumption reduces system losses and allows more efficient power
generation, we would expect changes in consumption patterns in response to optional TOU rates
to improve the Companies’ overall efficiency. In the case of TOU and AMI, the Companies
would expect that a customer’s improved awareness of electricity consumption (both in terms of
quantity and time of day) will create positive environmental impacts, similar to what operators of
both hybrid electric vehicles and conventional vehicles equipped with miles per gallon readouts
experience. Shifting consumption patterns also reduces the demand on the electric grid.
Demand response programs, which would be enabled by AMI, have also been shown to provide
a modest conservation effect (see page 33 footnote in Docket 2008-0303).

See the Companies’ response to HSEA-HREA-IR-1.
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PUC-IR-4

Ref: General Prudence; PUC-IR-1.4

How might the AMI Project affect the integration of intermittent renewable resources, such as
wind and solar generation? Specifically, would enhanced reliability benefits of AMI facilitate

the integration of additional renewable energy resources? If so, please quantify how much
additional intermittent resources are likely to be facilitated by the AMI Project.

HECQO Companies’ Response:

AMI refers to systems that measure, collect and analyze energy usage, from advanced devices
such as electricity meters, gas meters, and/or water meters, through various communication
media on request or on a pre-defined schedule. This infrastructure includes hardware, software,
communications, customer associated systems and meter data management software.

The network between the measurement devices and business systems allows collection
and distribution of information for customers, suppliers, utilities and service providers. This
enables them to either participate in, or provide, demand response solutions, products and
services. The proposed AMI project provides two way communications for both the utility and
the customer.

In addition, installation of the AMI platform will enable the future implementation of
dynamic response programs and smart grid initiatives. HECO has two existing demand-side
management (“DSM") load management (demand response) programs, (1) the Commercial and
Industrial Direct Load Control (“CIDLC”) Program and (2) the Residential Direct L.oad Control
(“RDLC”) Program, which reduce load through direct control of load control switches installed
on customer appliances. In return for allowing these load control switches to be installed,
program participants are paid an incentive. These switches are activated when system frequency

drops to predetermined levels and interrupt customer loads. (System frequency drops when
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aggregate customer demand is higher than the output that electricity generators on-line are able
to provide.) If the amount of load reduced restores the balance between customer load and the
supply of generation, the system stabilizes. These switches can also be activated if HECO
anticipates in advance that it will have difficulty meeting the demand. The switches are restored
to their original state once the low frequency period is over.

The Company intends to explore the extent to which properly designed direct load
control measures can assist in providing the substantial ancillary services that will be required to
integrate substantial amounts of intermittent, fluctuating renewable electrical energy (such as that
generated from wind farms) into its system. For example, one of the most important issues will
be managing the system impacts (including frequency impacts) from large wind farms of
sustained ramp down events that could occur when the wind drops. Such events could
potentially be managed through a combination of resources such as increased spinning reserves,
and on-site battery energy storage systems that slow the rate of the ramp down events, as well as
direct load control resources, other load management resources, and distributed standby
generation in the event the magnitude of the sustained ramp down exceeds the on-line reserves.
See discussion of the Maui Electrical System Analysis and the Oahu Electrical System Analysis
on pages 32 to 37 of Mr. Bruce Tamashiro’s (HECO T-14) testimony filed in Docket No. 2008-
0083 and the Company’s response to CA-IR-48 of Docket No. 2008-0083. AMI would facilitate
the acquisition of the additional load management resources as they develop.

Further, AMI communication and smart metering infrastructure can provide a foundation
for the implementation of Smart Grid technology, which combines intelligent electronic devices
(i.e., smart relays and distribution automation devices) and advanced applications that utilize

timely data on customer loads and voltages through AMI and potential load reductions through
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demand response. It provides capabilities in monitoring, controlling, optimizing and automating
the restoration of the electric power delivery system.

The Companies expect the AMI system to support the integration of intermittent
renewable resources. The Companies are currently performing grid integration studies to
determine the maximum blend of renewable energy sources that can be safely integrated into
their systems. These studies will be further described in the Big Wind Implementation Studies
application the Company expects to file soon.

In light of the rapid escalation in Smart Grid activities and vendor developments related
to the Smart Grid, HECQ established a Smart Grid task force and initiated preliminary Smart
Grid roadmapping activities shortly thereafter. With the availability of American Reinvestment
and Recovery Act (“ARRA”) funds, this effort has been accelerated. An RFP for competitive
selection of a Smart Grid consultant will be issued in mid-2009 after the detailed work scope for
this work is completed. An important facet of this due diligence work by the Companies is to
assess the interaction between AMI and the Smart Grid to ensure that the selected technology is

implemented adequately for the long term.
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PUC-IR-6

Ref: Technology and Implementation; PUC-IR-IL.2

According to page 4 of the filing, "[t]he AMI project will replace approximately 95-96% of

commercial, industrial, and residential meters with AMI meters." Why does the AMI Project not
replace 100% of existing meters for each of the HECO Companies?

HECO Companies’ Response:

The proposed AMI network is able to provide network coverage for 95% of the customers on
Oahu, and 96% of the customers on the islands of Maui and Hawaii. No AMI network is able to
cost effectively provide coverage for 100% of the Companies’ customers. As a result, for
customers that are situated in areas without AMI network coverage, the Companies had not
planned to instaill an AMI meter. However, as stated in the Companies’ response to CA-IR-I and
CA-IR-22, the Companies would like to update their Application to allow AMI meters to be
installed for all customers so that the maximum number of customers would benefit from
participation in TOU programs. This higher quantity of AMI meters would not represent 100%
of the Companies’ meter population because existing MV90 meters would remain in place.
MV9I0 meters are connected with telephone lines (either dedicated or shared) provided by the
customers and capture interval data reliably. In some cases, MV90 meters are the best solution
for a particular customer site due to wireless coverage limitations. Customers without AMI
network coverage may also benefit in the future from an in-home display that communicates

directly with the AMI meter to provide interval data.



PUC-IR-7
DOCKET NO. 2008-0303
PAGE 1 OF 1

PUC-IR-7

Ref: Technology and Implementation; PUC-IR-IL.3

What effect does the AMI program have on the HECO Companies' work force? Please quantify

the total employee headcount reduction that will take place annually and upon the completion of
the AMI project.

HECO Companies’ Response:

Workforce reductions would occur in the areas of meter reading and field services. These
reductions would not be immediate, but rather are expected to be realized at the respective
HECO Companies in the year following the installation of the meters. In the Companies’
response to CA-IR-6, Attachment 1, and CA-IR-36, Attachment 2, the Companies’ estimated
meter reading and field service staff reductions were provided, respectively.

Implementation of the AMI system will require additional man-power (base labor) to be

assigned to the AMI project. Attachment 1 provides the estimated additional manpower needed.



Estimated Additional New AMI Employees

Posistion Count | Start Year
" HELCO AM! Project Manager 1 2010
2 MECO AMI Project Manager 1 2010
® HECO AMI Data Analyst 2 2010
* MECO AM! Data Analyst 1 2013
> HELCO AMI Data Analyst 1 2014

! CA-IR-2, Attachment 1 & 2, Section VI.A.7
2 CA-IR-2, Attachment 1 & 2, Section VI.A.8
% CA-IR-2, Attachment 1 & 2, Section VI.E.15
* CA-IR-2, Aftachment 1 & 2, Section VI.E.5
5 CA-IR-2, Attachment 1 & 2, Section VI.E.1
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PUC-IR-8
Ref: Cost Recovery; PUC-IR-IIL.1.

According to page 1 of Exhibit 24 of the Application, the HECO Companies propose to recover
the costs of new AMI meters over seven years. Please provide precedents from the FERC or
other state commissions demonstrating that seven years is a just and reasonable recovery period?
Please consider recent findings by the California PUC and the Emergency Economic
Stabilization Act of October 3, 2008. Also provide a full and detailed narrative explanation

demonstrating that seven years is a just and reasonable depreciation period for the costs of new
AMI meters.

HECO Companies’ Response:

As described in Exhibit 23, pages 4-5, and in response to CA-IR-441 in Docket No. 2008-0083,
HECOQ’s 2009 test year rate case, the FERC, in Order 679, identified accelerated depreciation as
a viable mechanism to encourage investment as it provides improved cash flow and better
positions public utilities for longer-term transmission investments. In addition, FERC has stated
that it will consider depreciable lives of less than 15 years because shorter depreciation periods
may be appropriate in certain cases.

Congress recognized that the depreciable lives for AMI assets are substantially shorter
than current electric meter depreciation. The Emergency Economic Stabilization Act of October
3, 2008 allows an accelerated 10-year recovery period for the depreciation of qualified smart
electric meters and smart electric grid systems for tax purposes. Also discussed in Exhibit 23,
page 5, is the Clean Renewable Energy and Conservation Tax Act, H.R. 2776, 110" Cong.
(2007) that sought to allow for a seven year recovery period for the depreciation of qualified
energy management devices for tax purposes, which would apply to advanced meters.

The Companies are seeking a seven year recovery period for the investment in the new

AMI meters. As described in Exhibit 24, page 2, recovery over this period will provide
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improved cash flow and better position the Companies for future investment in advanced AMI-
related technologies. The Companies evaluated several scenarios with different recovery
periods. The impact on the Companies budget and financing plan, as well as the potential impact
on ratepayers, was considered. A seven year recovery period was found to be the period of time
which provided the Company a reasonable opportunity to recover its investment in a timely
manner, provide cashflow to support other investment in the later years of the project and also fit
the Companies’ future financing plans. While the impact to ratepayers is not insignificant, this
seven year period helped smooth out the revenue requirement and lessen the impact to ratepayers
in any single year (as compared to a shorter recovery period), while at the same time, providing
the Companies an opportunity to recover their investment in a more timely so as to further
facilitate pursuit of the various initiatives that the HECO Companies and the State have agreed to
undertake in their October 20, 2008 Energy Agreement.

To clarify, the HECO Companies propose to recover the costs of the new AMI meters
over a seven year period. However for financial reporting purposes, the new AMI meters will be
depreciated over the Commission approved depreciation rates. In regard to the investment in the
AMI meters in this instance, the recovery period and depreciation period are separate and

distinct. Please see Exhibit 24, pages 1-3 for further description.



PUC-IR-9
DOCKET NO. 2008-0303
PAGE 1 OF3

PUC-IR-9

Ref: Cost Recovery; PUC-IR-IIL.2.

On page 5 of Exhibit 24 of the Application, the HECO Companies propose to recover the
remaining book value of existing meters over three years for HECO and over the pericd of time
between the Commission's Decision and Order and the start of meter installation for MECO and
HELCO.

a.

Please provide precedents from the FERC or other state commissions demonstrating that
three years is a just and reasonable recovery period? Please consider the PUC Staff
comments in the ongoing Case No. IPC-E-08-16 before the Idaho PUC. Also provide a
full and detailed narrative explanation demonstrating that three years is a just and
reasonable recovery period.

On what grounds is it just and reasonable for the existing meters for MECO, HELCO and
potentially HECO to be fully depreciated using accelerated depreciation before, rather
than as or gfter the advanced meters are installed?

HECO Companies’ Response:

As noted in Exhibit 23, page 4, FERC, in Order 679, identified accelerated depreciation
as a viable mechanism to encourage investment in transmission infrastructure because it
provides improved cash flow and better positions public utilities for longer-term
transmission investments. Accordingly, FERC has stated that it will consider, on a case-
by-case basis, depreciable lives of less than 15 years because shorter depreciable lives
may be appropriate in certain cases, such as advanced technologies for which the useful
life is not necessarily known.

Also discussed in Exhibit 23, page 2, the Public Utility Commission of the State
of Oregon (“OPUC”) approved Portland General Electric’s AMI tariff application on
May 5, 2008 that included the accelerated depreciation of existing metering equipment
prior to the retirement of such equipment over the two and a half year period between

July 1, 2007 and December 31, 2009.
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In Order No. 08-614 UE 202, issued December 30, 2008, the OPUC adopted a
stipulation agreed to by the Idaho Power Company and the OPUC Staff that allows Idaho
Power to “accelerate the depreciation of the net plant value of its existing metering
equipment using a straight line depreciation method over an eighteen (18) month period
starting on January 1, 2009, and ending June 30, 2010.”

The Companies are seeking to accelerate recovery of their investment in the
existing non-AMI meters on a straight-line basis beginning with the receipt of the
Commission Decision and Order in this docket. HECO proposes recovery over a three-
year period (which is twice as long as the period approved by the OPUC in Order No. 08-
614 UE 202). MECO and HELCO propose recovery over a period beginning upon
receipt of the Commission Decision and Order in this docket and ending when meter
installation begins at each Company. For MECO that is 2014 and HELCO is 2015.
Similar to the accelerated recovery proposed for the new AMI meters as discussed in
response to PUC-IR-8, accelerated recovery over this period will provide improved cash
flow and better position the Companies for the AMI meter investment and future
investment in advanced AMI-related technologies.

The Companies evaluated several scenarios with different recovery periods. The
impact on the Companies’ budget and financing plan, as well as the potential impact on
ratepayers, was considered. The recovery periods for each Company as previously
described, in conjunction with the seven year recovery period for the new AMI meters,
was found to be the period of time which provided the Companies a reasonable
opportunity to recover their investment in a timely manner, provide cashflow to support

the investment in the AMI project in the later years of the project and also fit the
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Companies future financing plans. While the impact to ratepayers is not insignificant,
this period helped smooth out the revenue requirement and lessen the impact to
ratepayers in any single year (as compared to a shorter recovery period), while at the
same time, providing the Companies an opportunity to recover its investment in a timely
manner and pursue other initiatives set forth in the Energy Agreement.
To clarify, the HECO Companies propose to recover its investment in the existing non-
AMI meters over a three to five year period. However for financial reporting purposes,
the existing non-AMI meters will continue to be depreciated over the Commission
approved depreciation rates. In regard to the investment in the existing non-AMI meters
in this instance, the recovery period and depreciation period are separate and distinct.
Please see Exhibit 24, pages 3-7 for further description.

Recovery during these periods as described, is reasonable as the existing non-

AMI meters are still in service and considered “used and useful” for utility purposes.
Prior to being replaced, these meters will still be installed at customer locations and still
be operating and serving their purposes. The Companies’ proposal ensures recovery of
and on their investment in these utility assets while they are still in service. In effect, the
proposal for recovery over an accelerated period recognizes that these meters will be
replaced in the near term and that recovery will be over the approximate remaining useful
life. Recovery during this time period provides a more accurate matching of recovery of
the investment in the asset with the remaining period of use. It is reasonable and fair to

ask ratepayers for recovery of an asset while it is still in use, rather than after or during a

pericd when it has been replaced and is no longer “used and useful”.
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. PUC-IR-10

Ref: Cost Recovery; PUC-IR-T1.3

On page 8 of Exhibit 24 of the Application, the HECO Companies propose to defer certain
software development costs associated with the MDMS, accumulate AFUDC on the deferred
costs, amortize the deferred costs over 12 years, and include the unamortized costs in rate base.
Based on this proposal:

a. Should software development costs be deferred and amortized, expensed immediately, or
expensed with the cost recovery spread over multiple years? How have software
development costs been treated by other state commissions and the FERC?

b. Is 12 years a just and reasonable amortization period for software development costs?
Over what period have software development costs been amortized in the past by the
Hawaii PUC, other state commissions, and the FERC? Also provide a full and detailed
narrative explanation demonstrating that 12 years is a just and reascnable depreciation
period for software development costs.

HECO Companies Response:

a. In Decision and Order No. 18365, filed February 8, 2001 in Docket No. 99-0207 (HELCO’s
. 2000 test year rate case), the Commission ruled that its pre-approval is required before any

computer software development project costs can be deferred and amortized for ratemaking
purposes. In accordance with this ruling, the HECO Companies are seeking approval in this
docket to defer and amortize, for ratemaking purposes, computer software development
project costs. Without Commission approval; HECO will be required to expense such costs
as incurred. As discussed on pages 7 through 11 of Exhibit 24 of the Application, the
HECO Companies’ accounting policy on software development costs is consistent with the
American Institute of Certified Public Accountants’ (“ATCPA™) Statement of Position 98-1
(SOP 98-1) — Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use, issued in March 1998, and Emerging Issues Task Force (“EITF”) Issue 97-13 —
Accounting for Costs Incurred in Connection with a Consulting Contract or an Internal

. Project that Combines Business Process Reengineering and Information Technology
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. Transformation, discussed by the EITF on November 20, 1997. The HECO Companies’

proposed treatment, if approved, will be consistent with its accounting policy on software
development costs and the ratemaking treatments approved by the Commission for the
Customer Information System (“CIS™', Outage Management System (“OMS”)* and Human
Resource Management System (“HRMS”)’ projects. The HECO Companies are not aware
of how software development costs have been treated by other state commissions and the
FERC.

b. Under the accounting guidance of SOP 98-1, the amortization period for software
development costs should be the expected useful life of the developed software. As the
MDMS software has not yet been selected, the expected useful life of the MDMS software
has not been estimated. It is anticipated that the expected useful life may be less than 12

. years due to the rapid pace of technological change. However, the expected useful life will
not be determined until the RFP and vendor selection process.

The Companies are proposing a 12-year amortization period, which is consistent
with the approved amortization periods of the Companies’ other deferred software
development projects. For example, as described on page 10 of Exhibit 24 of the
Application, the Companies had estimated that the expected useful life of the CIS project
would be 10 years. However, the Companies agreed to amortize the project over a 12-year
period, which the Commission included in D&O 21798. Similarly, the expected useful lives
of the OMS and HRMS projects were estimated at 10 and 7 years, respectively, but the

Companies agreed to a 12-year amortization period for both projects. Accordingly, the

. ! See Decision and Order No. 21798, Docket No. 04-0268, issued May 3, 2005 (“D&O 21798").
% See Decision and Order No. 21899, Docket No. 04-0131, issued June 30, 2005,
3 See Decision and Order No. 23413, Docket No. 2006-003, issued May 3, 2007.
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Companies propose that any deferred AMI Project MDMS software development costs also
be amortized over 12 years, which is consistent with the amortization periods previously
approved by the Commission for other software development projects. The HECO
Companies are not aware of how software development costs have been treated or the

amortization periods used by other state commissions and the FERC. See the response to

part a. above for further discussion.
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PUC-IR-11
Ref: Cost Recovery; PUC-IR-1IL.4

On page 12 of Exhibit 24 of the Application, the HECO Companies describe that the agreement
with Sensus to operate and maintain the AMI network constitutes a lease. The HECO Companies
then request the Commission to provide assured rate recovery over the 15-year term of this
agreement. Has the Commission provided similar treatment to other leases that the HECO
Companies engage in? If not, why is this particular lease agreement meriting of assured cost

recovery? How has lease recovery of this kind been treated by other state commissions and the
FERC?

HECO Companies’ Response:

The HECO Companies requested Commission assurance that the recovery of the AMI Network
lease expenses be based on the lease payments, as they are paid, over the term of the lease
agreement. Commission assurance that future ratemaking will be based on the lease payments
would allow the Companies to record a regulatory asset for the difference between the straight-
line lease expenses required to be recorded under Generally Accepted Accounting Principles
(“GAAP”), as described on page 13 in Exhibit 24 of the Application, and the actual lease
payments made under this agreement. Commission assurance would, in effect, allow the HECO
Companies to recognize lease expense in an amount equivalent to the actual lease payments
made in that period (i.e., expense recognition will conform to the requested rate-making
treatment).

The Commission has approved similar treatment for HECO’s King Street building
operating lease. In the HECO 2005 test year rate case, Docket No. 04-0113, the parties agreed in
their Stipulated Settlement Letter (September 16, 2005), that for ratemaking purposes, the lease
rent expense included in the test year revenue requirements should be based on the actual lease

rent paid. The Commission, in Decision and Order No. 24171, found that basing the test year
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. estimate for the operating lease on the lease payment amount, rather than on the straight-line

amount for the term of the lease, would be reasonable. The HECO Companies are not aware of

how operating lease payments have been treated by other state commissions and the FERC.
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. PUC-IR-12

Ref: Cost Recovery; PUC-IR-IIL5

On page 14 of Exhibit 24 of the Application, the HECO Companies propose "for ratemaking
purposes... to include the lease expense in revenue requirements for the AMI Surcharge, but to
exclude the imputed debt and annual rebalancing costs for purposes of calculating the AMI
Surcharge revenue requirements.” With respect to this request:

a. Why should imputed debt and rebalancing cost be included in the lease revenue
requirement but excluded from the AMI Surcharge revenue requirement calculations?
How have these items been treated in the past by the Hawaii PUC, other state
commissions, and the FERC?

b. Does omitting the imputed debt and rebalancing costs for purposes of calculating the
AMI surcharge revenue requirement affect the debt equity ratio and overall rate of return,
and if so, to what extent?

C. Does this treatment of imputed debt and rebalancing costs affect the overall revenue
requirement compared to including them in the AMI Surcharge revenue requirement, and
if so, to what extent?

HECO Companies’ Response:

. a. In calculating the revenue requirement of this Project, the Companies attempted to capture
all incremental costs associated with the Project. These costs include the incremental capital
structure rebalancing costs resulting from the debt imputed by rating agencies as a result of
the lease obligation. Therefore, the incremental imputed debt and the associated rebalancing
costs are included in the calculation of the total revenue requirement in order to capture and
reflect the total incremental costs of the project. While this represents an incremental
project cost, the HECO Companies do not propose to include this cost in the AMI
Surcharge. Therefore, the incremental costs related to the imputed debt impact from this
project will not be recovered from customers throungh the AMI Surcharge. A company’s
cost of capital approved by the Commission in a rate case proceeding would reflect the
impact of total aggregate imputed debt in the form of an increased proportion of equity in

. that company’s capital structure. Increasing the proportion of equity would increase the
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overall cost of capital. Effectively, the impact of imputed debt is reflected in the capital
structure and the cost of capital. Therefore, exclusion of the imputed debt and rebalancing
costs from the revenue requirement for purposes of determining the AMI Surcharge prevents
excess recovery of these costs from customers.
No. As described in the Companies’ response to PUC-IR-13, the Companies will utilize the
incremental cost of capital and capital structure approved by the Commission in the most
recent rate case interim or final order for each company. The cost of capital and capital
structure to be used in the calculation of the revenue requirement for purposes of
determining the AMI Surcharge will not be adjusted or revised to reflect the inclusion or
exclusion of the incremental imputed debt associated with the lease obligation of the AMI
Project. The incremental imputed debt impact from this project and the impact on the
respective Company capital structure and cost of capital are not considered in isolation in
this docket. How imputed debt is taken into consideration in evaluating the cost of capital is
more appropriately addressed in a general rate case proceeding.
As described on page 14 of Exhibit 24 of the Application, the annual rebalancing costs are

approximately $642,000 for HECO in 2011, $142,000 for MECO in 2014 and $189,000 for

HELCO in 2015. The rebalancing costs will decline over the term of the lease agreement.
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PUC-IR-13

Ref: Cost Recovery; PUC-IR-IIL.6

On page 8 of Exhibit 22 of the Application, the HECO Companies propose to utilize a capital
structure that is 3% short term debt, 36% long term debt, 7% preferred stock, and 54% common

stock. It proposes to use rates of 6% for short term debt, 6.5% for long term debt, 8% for
preferred stock, and 12% for common stock. With respect to this proposal:

a. Is the proposed capital structure consistent with that proposed in the HECO Companies'
most recent general rate case? If not, what accounts for or justifies the difference?
b. Are the proposed rates for short term debt, long term debt, preferred stock, and common

stock consistent with those proposed in the HECO Companies’ most recent general rate
case? If not, what accounts for or justifies the difference?

c. Should the return used to calculate the surcharge be less than the overall return authorized
by the Commission in the last rate case to reflect certainty of recovery and earlier
recovery than under base rate treatment?

HECO Companies’ Response:

a. The capital structure provided on page 8 of Exhibit 22 of the Application reflects the
capital structure assumption utilized in calculating the incremental net revenue
requirement of the AMI Project. As explained in Section 3, page 3 of Exhibit 22, the
Companies generally utilize this capital structure in their analyses of long-term projects.
The Companies are not proposing to use this capital structure for their actual surcharge
calculations. This capital structure is based on the Companies’ forecast of the
incremental capital costs on average over a long-term period {10+ years). In order to
maintain consistency in the calculation and present comparable revenue requirements,
this capital structure was used in the calculation of the revenue requirements for all three
of the HECO Companies. For purposes of calculating the actual surcharges, the
Companies propose to utilize the incremental cost of capital and capital structure
approved by the Commission in the most recent rate case interim or final order, for each

company’s calculation of the revenue requirements for inclusion in the AMI Surcharge.
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See response to a. above.
No. As stated above, the Companies propose to utilize the capital structure and rate of
return approved by the Commission in the last general rate case for each Company. The
impact on investors’ expectations of a fair return on their investment, with an approved
AMI surcharge or other accelerated cost recovery mechanism, has not been quantified.
There are other significant factors to consider in determining the overall risk to the
Companies in determining a fair return; some factors offset the risk mitigation impact
from the surcharge. The approval of a surcharge will demonstrate regulatory support and
may mitigate some of the risk to the Companies from this project which would be
included among the many considerations of a fair and reasonable return in future rate

cases. The determination of a Companies cost of capital and investor rate of return is

more appropriately addressed in a general rate case proceeding.
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PUC-IR-14
Ref: Cost Recovery; PUC-IR-IIL.7.

To what extent would undertaking the AMI Project without the REIP Surcharge or a similar
alternative adversely affect the HECO Companies? If undertaking this project in the absence of
such a cost recovery mechanism occurs, how much would it likely decrease the HECO
Companies' credit rating and increase the cost of capital for this project and for other capital
projects?

HECO Companies’ Response:

Due to the high capital costs of the AMI Project, undertaking the AMI Project without the REIP
Surcharge, or a similar alternative cost recovery mechanism, may negatively impact investors’
perceptions of risk. This could have a negative impact on the HECO Companies’ current cost of
capital and negatively impact credit quality. The rising capital requirements of electric utilities
and the potential impacts of these requirements have been noted by Standard and Poor’s
(“S&P”), as described by Ms. Tayne Sekimura in HECO RT-20, page 23, lines 6-19, Docket No.
2008-0083, HECO’s 20009 test year rate case.

In addition, Ms. Sekimura addressed the positive impact of the REIP Surcharge (or a
similar alternative) on credit quality. “The REIP/CEI Surcharge will demonstrate regulatory
support and result in more immediate cost recovery which could reduce investors’ perceptions of
risk.” Also, “This may help to maintain credit quality and cost of capital, and mitigate the
potential degradation in credit quality caused by increasing capital requirements.”

Further, S&P’s view is that regulatory support for mechanisms which provide for timely

cost recovery and help address the issue of rate case lag is supportive of utility creditworthiness.

"HECO RT-20, page 22 line 25, page 23 lines 1-2, Docket No. 2008-0083.
2HECO RT-20, page 23, lines 3-5, Docket No. 2008-0083.
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Please see the Companies’ response to CA-IR-26, part c, for further discussion. Also, please see
response to CA-IR-447 (d), filed in Docket No. 2008-0083.

The HECO Companies have not quantified or determined the impact of this project or

other projects on their credit ratings or cost of capital.
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PUC-IR-15
Ref: Cost Recovery; PUC-IR-IIL8
Is the use of the proposed TOU rates expected to have any overall revenue effect? Is the

aggregate amount of power consumed expected to change and, if so, by how much? Is the

aggregate cost of electric generation expected to change, presumably due to shifting load patterns
and changing dispatch? Please quantify such effects.

HECO Companies’ Response:

The proposed TOU rates are optional rates, and the HECO Companies do not know the extent to
which they will be subscribed and what the profile of the participation will be. For example, if
new TOU customers are able to modify their consumption patterns, they should be able to reduce
their electric bills and reduce utility company revenue. The aggregate amount of power
consumed may or may not change depending on whether TOU customers reduce consumption or
simply shift consumption; the HECO Companies do not know how consumption patterns might
be modified under the optional TOU rates. The aggregate cost of electric generation could
change if load patterns change; in the short-term, shifting load patterns could change total fuel
and purchased power energy expense, and in the longer-term, shifting load patterns could defer
and reduce the future cost of electric generation. However, the HECO Companies are not able to

quantify this effect because we are not able to quantify participation in TOU rate options.
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PUC-IR-16

Ref: Cost Recovery; PUC-IR-TIL9.

Are AMI Meters expected to reduce overall energy consumption? If so, please explain how they

would reduce overall energy consumption and quantify the amount as well as the aggregate
ratepayer savings.

HECO Companies’ Response:

The new electronic AMI meters conserve energy consumption in that they have no moving parts
which tend to bind and drag with age. On the other hand, their reduction in energy use is
expected to be insignificant. However, the AMI meters are more accurate than the aged electro-
mechanical meters. Electro-mechanical meters tend to run slow over time, resulting in lost
recognition of the full energy use. Replacing an electro-mechanical meter with an AMI meter
will ensure that the utilization is more accurately measured, recorded and charged to the correct
customer. As the accuracy in the energy metering increases, the system losses will decrease.
The Companies performed a study to evaluate and quantify the estimated meter accuracy
improvement due to the installation of the AMI meters. The results from the study are presented
in Exhibit 16 of the application.

The calculations determining the estimated meter accuracy customer benefits to the
customer are included in the Companies’ response to CA-IR-2, Attachment 1, Section X1.C. A
detailed narrative describing the calculations is included in the Companies’ response to CA-IR-2,
Attachment 2, Sectton X1.C. An updated table showing customer benefit, from improved meter

accuracy is provided in the Companies" response to CA-IR-35, Attachment 1, Table 12.



